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Supervisor Mark Ridley-Thomas 
Supervisor Zev Yaroslavsky 
Supervisor Michael D. Antonqvich 

FROM: Wendy L. Watanabe x- 
Auditor-Controller 

SUBJECT: FISCAL REVIEW OF SOUTH BAY BRIGHT FUTURE YOUTH 
DEVELOPMENT CENTER, INCORPORATED - A FOSTER FAMILY 
AGENCY AND GROUP HOME FOSTER CARE CONTRACTOR 

Attached is our report on the fiscal operations of South Bay Bright Future Youth 
Development Center, Incorporated (SBD or Agency), from January 1, through 
December 31, 2006. The Departments of Children and Family Services (DCFS) and 
Probation contract with SBD to serve as a Foster Family Agency (FFA) to recruit, certify, 
train and support foster family homes. The Agency also operates three group homes 
(GHs). South Bay is located in the Fourth Supervisorial District. 

From January 1, through December 31, 2006, SBD's FFA had 11 5 children placed by 
Los Angeles County in 28 certified foster homes. DCFS paid SBD between $1,589 and 
$1,865 per child per month based on a rate established by the California Department of 
Social Services (CDSS). CDSS requires FFAs to pay their foster parents at least 40% 
of the funds they receive. DCFS paid the Agency a total of $877,709 in FFA funds and 
the Agency paid $358,308 (41 %) of the funds directly to foster parents. 

SBD's three GHs have a resident capacity of six children each. DCFS paid SBD $5,234 
per child per month, or a total of $1,146,247 in GH foster care funds for calendar year 
2006. 
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Scope 

The purpose of our review was to determine whether SBD complied with its contract 
terms and appropriately accounted for and spent foster care funds on allowable and 
reasonable expenditures. We also evaluated the Agency's expenditure and revenue 
documentation, internal controls and compliance with applicable federal, State, and 
County fiscal guidelines governing FFA and GH foster care funds. 

Summary of Findings 

We identified $8,232 in unallowable costs and $21,469 in unsupportedlinadequately 
supported costs. In addition, DCFS and SBD need to work together to resolve some 
potential overpayments. 

We determined that SBD's Chief Executive Officer (CEO), who also serves as Board 
President, owns three GH properties that are leased to the Agency. The California 
Corporations Code Section 5233 states that a transaction is deemed "self-dealing" 
when a corporation is a party to a transaction and one or more of its directors have a 
material financial interest in the transaction. Welfare & Institutions Code Section 
11462.06d(I) states that commencing July 1, 2003, any group home provider with self- 
dealing shelter cost transactions will not be eligible for a foster care rate. According to 
the CDSS Foster Care Rates Bureau, the Agency must remove the CEO from the 
Agency's Board of Directors if it wishes to continue receiving foster care funding. CDSS 
indicated that they will officially notify the Agency that the CEO must be removed from 
the Board. DCFS should periodically follow-up with the Agency and CDSS to ensure 
that the CEO is no longer a Board member. 

SBD also needs to develop a valid cost allocation plan and strengthen its internal 
controls over its accounting, disbursements, independent contractors and bank 
reconciliations. Details of our findings are discussed in the attached report. 

We have recommended that DCFS resolve the questioned costs and collect any 
disallowed amounts and overpayments. In addition, DCFS needs to ensure that SBD's 
management takes action to address the recommendations in this report and monitor to 
ensure the actions result in permanent changes. 

Review of Report 

We provided a draft of this report to SBD's management for their review and comments. 
However, the Agency declined to have a formal exit conference to discuss the findings. 
The Agency will provide their response to DCFS who will prepare a Fiscal Corrective 
Action Plan and submit it directly to the Board of Supervisors. We thank SBD's 
management and staff for their cooperation during our review. 
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Please call me if you have any questions, or your staff may contact Jim Schneiderman 
at (213) 253-0101. 

Attachment 

c: William T Fujioka, Chief Executive Officer 
Patricia S. Ploehn, Director, Department of Children and Family Services 
Ted Myers, Chief Deputy Director, Department of Children and Family Services 
Susan Kerr, Senior Deputy Director, Department of Children and Family Services 
Robert B. Taylor, Chief Probation Officer 
Dr. William Hill, Chief Executive Officer, South Bay Bright Future 
Board of Directors, South Bay Bright Future 
Cora Dixon, Bureau Chief, Foster Care Audit Bureau, CA Dept of Social Services 
Commission for Children and Families 
Public Information Office 
Audit Committee 



South Bav Bright Future Youth Development Center, Incorporated 
Fiscal Review 

REVIEW OF EXPENDITURESIREVENUES 

We identified $8,232 in unallowable costs and $21,469 in unsupportedlinadequately 
supported costs. In addition, DCFS and SBD need to work together to resolve some 
potential overpayments. Details of these costsloverpayments are discussed below. 

APPLICABLE REGULATIONS AND GUIDELINES 

SBD is required to operate its FFA and GH programs in accordance with the following 
federal, State, and County regulations and guidelines: 

FFA and GH Contracts, including Auditor-Controller Contract Accounting and 
Administration Handbook (A-C Handbook) 

Federal Office of Management and Budget Circular A-122 (Circular), Cost Principles 
for Non-Profit Organizations 

California Department of Social Services Manual of Policies and Procedures 
(CDSS-MPP) 

California Code of Regulations, Title 22 (Title 22) 

Unallowable Expenditures 

We identified $8,232 in unallowable expenditures: 

$7,368 in interest and finance charges from credit cards, insurance and vehicle 
payments. Circular A-122 Section 23 states that interest payments are unallowable 
costs. 

$864 in late fees, parking violations and penalties charged by Shell Oil, GE Capital, 
and the Department of Motor Vehicles. Circular A-122 Section 16 states that fines 
and penalties are unallowable costs. 

Unsupportedllnadequatelv Supported Expenditures 

A-C Handbook Section A.3.2 states that all expenditures must be supported by original 
vouchers, invoices, receipts, cancelled checks or other documentation. Unsupported 
expenditures will be disallowed upon audit. We identified $21,469 in expenditures that 
were either not supported, or were not adequately supported. Specifically: 

$1 1,150 in inadequately supported auto allowances paid to the Executive Director 
($4,550), GH Administrator ($3,600) and the FFA Administrator ($3,000). SBD did 

A U D I T O R - C O N T R O L L E R  
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not maintain documentation, such as vehicle mileage logs showing the allowances 
were related to the County's Foster Family Agency and Group Home programs. 
A-C Handbook Section ~ .3 . '2  requires an agency to maintain vehicle mileage logs 
showing dates, destinations, purpose of trip, beginning and ending odometer 
readings, and resulting mileage. Without vehicle mileage logs, we cannot determine 
whether the auto allowances were appropriate and used for FFA and GH purposes. 

$9,936 in inadequately supported payments for two 2003 Ford Windstar vehicles. 
The Agency provided cancelled checks and sales agreements, but did not maintain 
vehicle mileage logs to establish what portion of the vehicle usage was for FFA and 
GH business. 

$303 in inadequately supported credit card expenditures. The Agency provided 
credit card statements, but no receipts, or the receipts were inadequate to 
substantiate that the expenditures were FFA or GH related. 

$80 in inadequately supported auto expenditures in which the Agency provided a 
cancelled check, but no receipt to substantiate that the expenditures were program 
related. 

Recommendations 

DCFS management: 

I. Resolve the $29,701 ($8,232 + $21,469) in unallowable and 
unsupported/inadequately supported expenditures and collect any 
disallowed amounts. 

SBD management: 

2. Ensure that foster care funds are used for allowable expenditures to 
carry out the purpose and activities of the Agency. 

3. Maintain adequate supporting documentation for all Agency 
expenditures, including original itemized invoices and receipts. 

Potential DCFS Overpayments . 

DCFS records show some potential overpayments made to the Agency. DCFS and 
SBD should work together to resolve the overpayments, and DCFS should collect any 
verified overpayments. SBD management should ensure that any future payment 
discrepancies are immediately reported to DCFS and any excess amounts are repaid 
promptly. 

A U D I T O R - C O N T R O L L E R  
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Recommendations 

4. DCFS work with SBD to resolve the overpayments and collect any 
verified overpayments. 

5. SBD management ensure that any future payment discrepancies are 
immediately reported to DCFS and any excess amounts are repaid 
promptly. 

CONTRACT COMPLIANCE AND INTERNAL CONTROLS 

We noted several contract compliance issues and internal control weaknesses. DCFS 
should ensure that SBD management takes action to address each of the contract 
compliance and internal control recommendations in this report. DCFS should also 
monitor to ensure the actions result in permanent changes. 

Self-Dealing Transactions 

California Corporations Code Section 5233 states that a transaction is deemed "self- 
dealing" when a corporation is a party to a transaction and one or more of its directors 
have a material financial interest in the transaction. Welfare & Institutions Code Section 
11462.06d(I) states that commencing July 1, 2003, any group home provider with self- 
dealing shelter cost transactions will not be eligible for a foster care rate. 

We determined that the Chief Executive Officer (CEO), who also serves as Board 
President, owns three GH properties that are leased to the Agency. According to the 
CDSS Foster Care Rates Bureau, the Agency must remove the CEO from the Agency's 
Board of Directors if it wishes to continue receiving foster care funding. CDSS indicated 
that they will officially notify the Agency that the CEO must be removed from the Board. 
DCFS will need to periodically follow-up with the Agency and CDSS to ensure that the 
CEO is no longer a Board member. 

Recommendation 

6. SBD management comply with the California Corporations Code and 
the Welfare and Institutions Code on self-dealing transactions by 
removing the Chief Executive Officer from the Board of Directors. 

Allocation of Indirect Costs 

A-C Handbook Section C.2.0 states that an agency should allocate expenditures that 
benefit multiple programs or funding sources on an equitable basis. SBD operates a 
FFA and a GH program that are funded by Los Angeles County. 

SBD provided a written document indicating their administrative costs were allocated 
36% to the GH program and 64% to the FFA program. However, the Agency did not 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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have a formal cost allocation plan and did not provide supporting documentation 
showing how they determined the allocation percentages. 

Recommendation 

7. SBD management prepare a formal cost allocation plan to support the 
percentage of administrative costs allocated to the Agency's programs. 

Accounting and Disbursement Procedures 

We noted the following weaknesses in the Agency's accounting and disbursement 
procedures: 

As previously indicated, the Agency does not maintain vehicle mileage logs. As a 
result, we were unable to determine the program-related auto expenditures. A-C 
Handbook Section A.3.2 requires the Agency to maintain vehicle mileage logs. 

The Agency's fixed assets list does not identify the description and serial number of 
each fixed asset, nor does the Agency conduct an inventory of fixed assets at least 
once each year to ensure that all fixed assets are accounted for and maintained in 
proper working order as required by A-C Handbook Section B.4.2. 

Recommendations 

SBD management: 

8. Maintain vehicle mileage logs that identify the travel date, destination, 
purpose of trip, beginning and ending odometer readings, and resulting 
mileage. 

9. Maintain a fixed assets list that identifies the description and serial 
number of each asset, and conduct an inventory of fixed assets at least 
once a year to ensure that all fixed assets are accounted for and 
maintained in proper working order. 

Independent Contractors 

A-C Handbook Section A.3.2 requires agencies to have contracts, time and attendance 
records, billing rates and other supporting documentation for all independent 
contractors. In addition, Section A.2.6 requires agencies to report payments to 
independent contractors to the federal and State governments. 

We reviewed five independent contractors hired by the Agency and noted one 
contractor, a GH cook, did not submit invoices, did not have a written contract with SBD 
and was not issued a 1099. Although the Agency provided alternative documentation 
such as sign-in sheets and a calendar identifying meals that were prepared by the cook, 

A U D I T O R - C O N T R O L L E R  
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SBD needs to have a written contract with all contractors, describing the services to be 
provided and billing rates. In addition, SBD needs to ensure that all payments to 
independent contractors are reported to the federal and State tax agencies. 

Recommendations 

SBD management: 

10. Ensure the Agency has contracts on file for all contractors describing 
time and attendance requirements, billing rates and other supporting 
documentation for the services to be provided. 

11. Ensure that all payments to independent contractors are reported to 
the federal and State tax agencies. 

Bank Reconciliations 

Section B.1.4 of the A-C Handbook requires that bank reconciliations be prepared within 
30 days of the bank statement date and reviewed by management for appropriateness 
and accuracy. The preparer and management should sign and date the bank 
reconciliations. 

We reviewed the Agency's monthly bank reconciliations and noted that two bank 
reconciliations were not prepared within 30 days of the bank statement date, and the 
preparer and reviewer did not sign or date the monthly bank reconciliations. 

Recommendation 

12. SBD management ensure that bank reconciliations are completed 
within 30 days of the bank statement date and are signed and dated by 
the preparer and reviewer. 

A U D I T O R - C O N T R O L L E R  
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